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KUWAIT: Kuwait Finance House (KFH) held a webcast
on its earnings on July 30 in which speakers from KFH
executive management Mazin Al-Nahedh, Group Chief
Executive Officer, Shadi Zahran, Group Chief Financial
Officer and Fahad Al-Mukhaizeem, Group Chief
Strategy Officer attended. Fawaz Al-Sirri moderated
the conference.

While welcoming the participants to the second quar-
ter 2018 earnings conference call for Kuwait Finance
House Group, Fahad Al-Mukhaizeem highlighted the
Kuwait operating environment with an overview of KFH
and the second quarter business highlights. 

“We’ll also share with you KFH’s strategy, as well as the
second quarter financial results,” he said.

Looking at Kuwait economic indicators the GDP value
is expected to slightly increase by year end with expecta-
tions of higher growth in 2019 especially with oil prices
closing near the 75-dollar range almost 18 percent above
last year’s close. Central Bank of Kuwait held its bench-
mark interest rates at a 3 percent following the last US
Federal reserve rate hike. Fitch also affirmed Kuwait’s sov-
ereign rating at AA, he said.

Overview
As an overview of Kuwait Finance House Group, the

bank maintains either the top or second position between
competitors within the local or regional markets. Being the
first and largest Sharia-compliance bank in Kuwait, it is
the second largest in the world by assets. In terms of our
geographical diversification, we have 399 branches in
Turkey, 59 in Kuwait, 14 in Malaysia, 10 in Bahrain, 5 in
Germany and 1 in Saudi Arabia.

As part of KFH strengths going forward in addition to
the long relationship and large customer base, we have
long-term agreements with key partners such as
Microsoft to keep our system up to date and to gain the
latest technology solutions which reflect positively on our
customer service delivery. And this is in line with a variety
of other contracts with international IT solution providers.

For the key business highlights, we’ve launched a vari-
ety of services to benefit the Youth segment in Kuwait,
who are considered to be the driving force for the future
success of Kuwaiti society. In addition to upgrading the
group level websites for our subsidiaries including
Bahrain, using the latest technologies.  KFH continues its
strong support and sponsorship for its CSR activities. 

Highlighting the financial performance for the first half
2018 of KFH, Group CEO Mazin Al-Nahedh said net prof-
its to shareholders reached KD 95.22 million for the first
half of 2018 compared to KD 81.64 million for the same
period last year an increase of 16.6 percent. Y-o-Y.

Total financing income for H1 this year reached KD
424.14 million a growth of 22.2 percent compared to the
same p�riod last year.

Net financing income for H1 this year reached KD
277.8 million a growth of 32 percent compared to the
same period last year. The cost to income ratio decreased
to 39.5 percent for the first half of 2018, compared to 41.6
percent for the same period last year.

Earnings per share for the first half of 2018 reached
15.23 fils, compared to 13.06 fils for the same period last
year i.e. an increase of 16.6 percent.

In terms of our strategy, we are focusing on the quality
of assets and improving our competencies within the
bank, and we have seen a remarkable improvement during
the period. The focus on moving forward will be with
investment in technology and digital transformation of the
bank. At KFH we look forward to a customer-centric
approach through adoption of technology development.
We invested heavily in this, whether internally or through
investments in VCs, to provide fundamentally the latest
technologies that benefit our customers.

Islamic finance
Islamic finance can take advantage of technology to

provide more efficient and accurate services to customers,
helping to meet their banking needs that go beyond their
expectations.  

One of the most important aspects is to focus on
human resources and customers by ensuring that our
employees are highly committed to the organization,
which is reflected in their performance in providing the
best services to our customers

In regards to our strategy in supporting the national
economy and achieving the comprehensive development,
KFH financed different mega projects in Kuwait and the
countries where it operates including financing of terminal
II building for Kuwait International Airport and the con-
struction of Canakkale Bridge in Turkey.  

KFH enjoys a leadership position in the Sukuk market
and the Islamic financial services in general. The vast
experience of KFH Group in the Sukuk issuance has posi-
tioned it as a trustworthy and highly recognized organiza-
tion by major corporates and governments globally. 

Finally, the positive ratings as mentioned by my
Colleague Fahad, by international rating agencies are con-
sidered as a positive indicator on the soundness and suc-
cess of set plans. 

Financial performance
KFH’s Group’s Chief Financial Officer Shadi Zahran

presented the financial performance of KFH Group for
the first half 2018.

The Group Net Profit After Tax (NPAT) attributable
to shareholders at KD 95.2 million has increased by KD
13.6 million or 16.6 percent compared to June 2017
resulting mainly from an increase in net finance income
by KD 67.0 million, offset by a decrease in investment
income by KD (26.1) million, increase in Provisions by
KD 14.9 million, besides an increase in Operating
Expenses by KD (11.2) million. And we will explain each
part separately in the coming slides, however, I’d like to
highlight that despite the increase in provisions for the
first half compared to last year the group profit
improved from the core stable activities with drop in
investment income.

Net Financing Income at KD 277.8 million has
increased by KD 67.0 million or 31.8 percent compared
to June 2017 mainly on account of increase in Financing
income, primarily due to increase in average yielding
portfolios from all banking subsidiaries by KD 1.1 billion
or 8.7 percent which was further supported by increase
in local and international profit rates.

Accordingly, the Total Operating income at KD
389.9mn increased by KD 46.7 million or 13.6 percent
resulted from an increase in net finance income by KD
67.0mn contributing 71.3 percent to the total operating
income higher than comparative period last year by
almost 10 percent (H1-17: 61.4 percent), accordingly the
non-financing income contribution has dropped by 10.4
percent to reach 28.7 percent on account of lower
investment income that resulted from less divestment of
non-core assets due to unfavorable market conditions.
And timing differences.

Non-Financing Income Fees & Commissions
remained at same level for the group of last year at KD
49mn, however investment income decreased by KD 26.1
million (from KD 55.9 million to KD 29.8 million) as a
result of less divestment gain (KD 1.8 million vs. KD 20.8
million same period 2017); accordingly total non-financ-
ing income dropped from KD 132 million to KD 112 mil-
lion. Investment income contribution dropped from 42
percent to 27 percent.

With Regards to Total Operating Expenses at KD
154.1 million increased by KD 11.2 million, an increase of
7.8 percent. We look at the components - 

Staff cost - The increase in staff cost is mainly from
Kuwait Parent Company and due to impact of labor law
amendments besides the annual increment of salaries
and staff benefits, in addition to the increase in head-
counts mainly in Turkey subsidiary as a result of high
growth and expansion of banking operations.

Other expenses (G&A & Others) increased marginal-
ly by KD 0.7 million or 1.7 percent as the Group main-
tained its stringent policy towards cost optimization.

Net Operating income at KD 235.8 million increased

by KD 35.5 million or 17.7
percent compared to H1-17. 

Although operating
expenses have increased by
7.8 percent and that’s main-
ly attributable to support
the growth in Kuwait and
international banking opera-
tions as well translated to
the increase in operating
income by 13.6 percent. This
proves continuous efficiency
in group operations reflect-
ed in further reduction in
C/I ratio which has reached
39.5 percent for H118 at a
Group level compared to
42.8 percent for 2017 coming from 51 percent for 2014

Furthermore, at KFH-Kuwait, C/I ratio is maintained
at 34.3 percent which is below both the local Islamic
Banks average of 37.5 percent and local conventional
Banks average of 35.3 percent for Kuwait as published
for Q1-18. Average Profit Earning Assets volume is up by
8.6 percent, vs. 2.7 percent growth in total balance sheet
increasing yielding assets contribution trend. This is an
evidence of efficient balance sheet that focuses on sus-
tainability of earnings and also reflected in the improved
NFI. As we said the 67 million growth, he pointed out.

Group NFM at 3.30 percent shows a 49bps increase
over last year of 2.81 percent. The yield increased from
financing and MM placements as a result of higher profit
rates (in both local & international markets) and opti-
mized balance sheet. 

Provisions and Impairments increased on account of
more conservative impairment against legacy real estate
investments in GCC due to negative outlook. (KD 63.7
million out of total provision charge of KD 98.0 million
taken in H1-18)

It worth to mention that Central Bank of Kuwait has
still not fully adopted IFRS 9, and requirements for ECL
on financing facilities have been replaced by CBK exist-
ing credit loss requirements. However, we have imple-
mented internally IFRS 9 completely for the entire group
entities and generated ECL numbers on financing facili-
ties which are materially lower than current provisions.

Operating Profit from banking activities still at 92 per-
cent of total Operating income of the Group and this is
being maintained as part of overall Group Strategy and
reflecting the contribution of the core banking activities
to the group.

Total assets
Total assets at KD 17.6 billion increased by KD

458mn or 2.7 percent over a 12 month (H118 vs. H117) . 
Financing receivables at KD 9.6 billion is the main

contributor to the balance sheet growth as increased by
7.3 percent over a 12 months (H118 vs. H117) period.
Growth in financing receivables came from all banking
entities and business units, driven largely by Corporate
Banking. Growth in financing portfolio compared to
December  2017 is 3.7 percent despite the devaluation
in TRL. Growth without TRL devaluation is 8.8  percent.

Depositors’ Accounts at KD 11.9 billion increased by
KD 492.1 million or 4.3 percent over a 12 month (H118
vs. H117) period from KD 11.5 billion in Jun-17 (YoY
increase in CASA is KD 287 million. Our CASA forms
48 percent of total deposits as of H118). As Compared to
December 2017 our Depositors’ accounts increased by
3.0 percent. If we take into account growth without TL
devaluation is 7.4  percent.

Customer deposits as a percentage of total
deposits at 80.3 percent remains at a very healthy
funding mix. It is worth to mention that KFH Kuwait
dominates the market in saving accounts at market
share of 42.5 percent. 

Q2 2018 highlights
Profit attributable to shareholders for Q-2 2018 was

KD 51.2 million representing KD 8.2 million or 18.6 per-
cent increase as compared to Q-2 2017. And that result-
ed from improved operating income by 14.9 percent
while keeping operating expenses at marginally higher
than comparative period at KD 75 million with increase
of 2.7 percent only higher than last year.

Profit attributable to shareholders for Q-2 2018 was
higher by KD 7.3 million or 16.6 percent increase as
compared to Q-1 2018 and that resulted from improved
operating income by 6 percent with lower operating
expenses by 5 percent, offset by higher provision by 6
percent.

Group C/I ratio for Q2-2018 three months period
was only 37.5 percent as compared to 41.7 percent for
Q118 and 42.8 percent for 2017 full year. This shows the
continuation of improved efficiency.
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Topline net 
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KUWAIT: The speakers took questions from the audi-
ence following the presentations. Excerpts from the
Q&A segment:

Khaled Al-Ahmad: What were the main drivers for
the higher results? 

Shadi Zahran: As I mentioned the main drivers for
higher results and that witnessed in the second quarter
standalone or in the first half as compared to the last full
year or for the last year same period is mainly from the
top line net financing Income and that came mainly from
the increase in the profit yielding assets in the balance
sheet as I said increased by 8.6 percent while the bal-
ance sheet increased by 2.7 percent, increased by KD 1.1
billion... besides the increased and improved profit rates.

Moderator Fawaz Al-Sirri:  Can you elaborate on the
Cost to Income Ratio?

Shadi Zahran: The group before 2014 and before was
operating in let’s say, less efficiency at 51 percent Cost
Income Ratio the group since starting from 2014, the
group management, we started the projects on more
cost saving and cost optimization, restructuring and
centralization and that actually benefited the drop from
51 percent in 2014 to now reaching below 40 percent to
the 39.5 percent. And if you look at the last quarter
standalone it is at 37.5 percent and that proves the
improvement is going on and we expect to further
improve “Insha Allah”.

Fawaz Al-Sirri: Could you give us any update on the
AUB-KHF merger talks after an invite was sent by
KFH? Also, if you could throw some colour on the
rationale behind this in terms of cost/revenue synergies
and international rationalization that you are looking
at? Also, do you see any hurdles in terms of sharehold-
er structure of both banks? (Janany Vamadeva from
Arqaam Capital, UK)

Mazin Al-Nahedh: Just to give you an update... we
did send an invite and received a reply from Ahli United
Bank accepting the signing of a memorandum of under-
standing and a non-disclosure agreement, so as such, we
have disclosed on the 22nd July 2018 that KFH has
signed an MOU and a non-disclosure agreement with
AUB. HSBC and Credit Suisse have been selected based
on their expertise and credentials in the investment
banking industry, to conduct a study and valuation for
the purpose of determining a fair exchange ratio.  

Should the two banks agree on the exchange of share
ratio which will be studied by those institutions and
agree on the due diligence outcome and other related
tasks on conservative basis, an official request will be
submitted to the regulatory bodies Central Bank of
Kuwait and the Central Bank of Bahrain and all other rel-
evant regulatory bodies in addition to obtaining the
shareholders general assembly approval at which time
we would receive an approval from central bank to start
with the official due diligence process and opening up of
the books. 

After which a study or after the due diligence process
is completed, the final outcome will be presented to both
boards. Both boards would naturally have to agree on
the exchange ratio, if that is done, then an official
request would be submitted to the regulatory bodies
along with obtaining the general assembly approval on
the transaction and that would be subject to a final
approval by the regulatory bodies subject to providing
them with all our plans for the new entity. 

The second part of your question was...can you read
it again please.

Fawaz Al-Sirri: Also, if you could throw some color
on the rationale behind this in terms of cost/revenue
synergies and international rationalization that you are
looking at.

Mazin Al-Nahedh: Well, as we stand today we antici-
pate that the organic growth for KFH Group, given our
current footprint is not up to the expectation of our
shareholders nor our board, as such they have requested
us to see how can we accrete EPS value for sharehold-
ers and as such this process started three years ago in
trying to identify how can we expand our operation and
grow profitably and increase EPS value to our share-
holders.  And as such the non-organic growth approach
through either acquisition or a merger was one of the
considerations and as such we’ve looked at many targets
and the one that would fit most to KFH strategy and
geographic distribution would be Ahli United Bank. It
demonstrated all the right financial structure and man-
agement expertise in addition to its long standing per-
formance record, notwithstanding the geographies that
they operate in that we would like to get into... the ...
rationale again ... is going to be to create a large signifi-
cant Islamic Financial Institution that would be able to
compete and to support the development of the future
projects of both Kuwait and the countries that it oper-
ates in and what makes Ahli United Bank unique is this
would have.. if this merger goes through, it would give
the opportunity for KFH Group or the new entity to
have two home markets which I think is not available in
any of their regional markets, those two markets being
Kuwait and Bahrain since we will be one of the market
leaders in Kuwait and in the market leader in Bahrain
post-merger if it happens.

The final part of your question is, do I foresee any
hurdles in shareholder structure of both banks... 

Mazin Al-Nahedh: I do not foresee any hurdles, we

are still at very early stages we would like to see what
the conversion prices and if it’s acceptable to both banks
at that stage we can shed more clarity on the process
and on the viability of the transaction but until we reach
that stage we are not in a position to comment on such
hurdles.

Fawaz Al-Sirri:  With regards to margin expansion,
how much of the yield gain on the financing side for the
year came from Q2 vs. Q1 2018? 

Shadi Zahran: Well, I can tell that Q2 is keeping the
same momentum as Q1 of the yield. And the improve-
ment of Q2 compared to last year same period, three
months, is actually 26 percent. To recall the first quarter
we had the same thing. There is another aspect that
improved the yield, or the financing income, as I men-
tioned the growth in the portfolio by KD 1.1 billion over
the 12-month period and that actually reflected the profit
for the first half, first quarter and second quarter as well,
and enhanced the balance sheet to be more towards the
income-generating assets. Answering your question sim-
ply, yes same momentum as first quarter and expected
to continue.


